Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 04 MAY 2006 


Message Text 


CONFIDENTIAL 

PAGE 01 STATE 217047 

64 

ORIGIN ARA-IO 

INEO OCT-OI ISO-00 EB-07 TRSE-00 SS-I5 SP-02 10-13 AID-05 

STR-04 COME-00 FRB-03 OMB-OI XMB-02 L-03 CIAE-00 

INR-07 NSAE-00 SSO-00 INRE-00 /073 R 

DRAFTED BY LA/SA:NKOCKLER 
APPROVED BY ECP:SROGERS 
ARA/ECA:ABRAZEAL (DRAET) 

ARA-LA/MRSD:PLANSDALE (DRAET) 

EB/IED:ETHOMAS (DRAET) 

ARA-LA/SSMITH (DRAET) 

TREAS/IA:TBURKE (DRAET) 

TREAS/IA:ADRESS (DRAET) 

US/IDB:NCOAR (DRAET) 

075260 

OOI2I46Z SEP 76 

PM SECSTATE WASHDC 

TO AMEMBASSY ASUNCION IMMEDIATE 

CONPIDENTIAL STATE 217047 

E.O. 1 1652: N/A 

TA;S: PA, IDB, ECON, ETRD 

SUBJECT: POSSIBLE CANCELLATION OP IDB TRANS-CHACO ROAD LOAN 

1 . TREASURY DEPUTY ASSISTANT SECRETARY HAS APPROVED 
RECOMMENDATION TO SUGGEST TO IDB MANAGEMENT THAT IT 
CONSIDER CANCELLING REMAINING BALANCE OP SUBJECT LOAN 
AND DEVELOPING NEW SUBSTITUTE LOAN TO PROGRAM EQUIVALENT 
PUNDS FOR A HIGHER PRIORITY DEVELOPMENT PROJECT, PERHAPS 
IN THE EASTERN REGION OP PARAGUAY. THIS REPROGRAMMING OP 
LOAN PUNDS IS PROPOSED AS A WAY OF COUNTERACTING THE POL- 
ITICAL EPPECTS OP LOAN CANCELLATION. WE RECOMMEND PACING 
THE ISSUE OP THE PUTURE OP THIS TROUBLESOME LOAN NOW 
RATHER THAN WAITING UNTIL ADDITIONAL EXPENDITURES HAVE 
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OF THE LOAN. 

2. A TREASURY STAFF PAPER (POUCHED AUGUST 27) REVIEWS 
THE MANY PROBLEMS WHICH HAVE BESET THIS LOAN; I.E., OVER- 
OPTIMISTIC ORIGVNAL ECONOMIC ANALYSIS AND PROIECT JUSTI- 
FICATION, GOP-CONSULTANT DISPUTES, INTERNAL CONTRACTOR 
PROBLEMS, DELAYS CAUSED BY SLOW MANUFACTURE AND DELIVERY 
OF EQUIPMENT AND SLOW PROCESSING OF EXPORT PERMITS FOR 
ARGENTINE EQUIPMENT, THE IMPACT OF OIL PRICE INCREASES, 

AND LACK OF GOP COUNTERPART FINANCING. THE RESULT IS A 
PROJECT THREE YEARS BEHIND SCHEDULE, SIGNIFICANTLY 
REDUCED SCOPE, AND WITH A COST OVERRUN OF $13.7 MILLION. 
DISBURSEMENTS TO 6/30/76 ARE ONLY $4.8 MILLION, OR 18 PER 
CENT OF $26.4 MILLION FSO LOAN. THE PAPER CONCLUDES THAT 
THE GOP APPEARS TO HAVE GIVEN VERY LOW FINANCING PRIORITY 
TO THIS LOAN PROJECT, THAT ITS DEVELOPMENT PRIORITIES ARE 
IN OTHER REGIONS OF THE COUNTRY, THAT THERE IS NO EVIDENCE 
THAT PROJECT REFORMULATIONS HAVE SOLVED THE PROBLEMS, 

AND THAT THERE IS NO JUSTIFICATION FOR CONTINUING THE 
PROJECT. 

3. THE INTERDEPARTMENTAL NAC STAFF COMMITTEE WAS INFORMED 
AUGUST 31 THAT THE REPORT HAD BEEN COMPLETED AND THAT ITS 
CONCLUSIONS AND RECOMMENDATIONS FOR A COURSE OF ACTION 
WOULD BE DISCUSSED IN THE SEPTEMBER 7 NAC STAFF COMMITTEE 
MEETING. FOR THIS PURPOSE WE SHOULD HAVE EMBASSY/USAID 
VIEWS BY NOON SEPTEMBER 3, PARTICULARLY ANY PROBLEMS OF 
POLITICAL NATURE EMBASSY MAY FORESEE AND SUGGESTIONS OF 
HOW TO HANDLE SENSITIVE ISSUES INVOLVED. ALTHOUGH ANY 
REPROGRAMMING OF LOAN FUNDS WOULD BE IDB DECISION, WE 
WOULD WELCOME SUGGESTIONS FOR NEARLY READY OR NEW PROJECTS 
THAT WOULD PROVIDE DIRECT AND MORE IMMEDIATE BENEFITS TO 
THE NEEDY. 

4. YOUR CABLED REPLY SHOULD REFLECT EMBASSY/USAID 
CONSIDERATIONS WITHOUT ANY CONSULTATION OF PARAGUAYAN 
OFFICIALS AT THIS TIME. ROBINSON 
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